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INTRODUCTION
The taxation of "business enterprises is a major source of revenue
on both the federal and state level.

The term business enterprise covers

a scope of activity ranging from the corporate form of business to the
sole proprietorship.

Regardless of the form of business involved, busi

ness proponents have often argued that taxes affect business decisions.
If it can be shown that taxes significantly affect the decisions
of businesses, then these effects should be carefully considered in an
economic evaluation of a tax or tax structure.

Policy makers should

consider these economic factors along with the tax compliance costs and
equity considerations so as not to impair economic incentives or place
too many restrictions on the operating decisions of business firms.
With the possible exception of monopoly, economists generally agree that
business firms meet the needs of society most efficiently when they are
free from heavy external restriction on their operating decisions.
There have been many studies concerning the effects of federal
taxes on various types of business operating decisions.

But they include

only effects in specific areas such as incentives to work, effects on
investment, financing, and choice of businessi. organization.

Most liter

ature concerning business decisions on the state level has been limited
to noting the effects of state and local taxes on decisions of where to
locate business.

After an extensive survey of the literature, the author

of this thesis was unable to discover any empirical studies concerning
the effects of state and local taxes on the general operating decisions
of business.

Those who have written on the effects of taxation on

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.

2
business have approached the area and rendered their conclusions with
extreme caution.
was designed.

It is with this same sense of caution that this study

It is intended that this study should implement the past

work and suggest improvements for further research in the field.
The purpose of this study is to determine the effects of Montana
taxes on the operating decisions of business firms in Montana.

The term

"business firms"refers to sole proprietorships, partnerships, and cor
porations.

The study is concerned with the firm's operations which are

carried on within the state of Montana.

If a certain firm operates in

other states as well as Montana, the only information considered is that
pertaining to its Montana operations.

It is possible that both federal

and

state taxes may affect the decisions of

business firms.

However,

the

implicit assumption in this study is that Montana taxes can be

singled out from federal taxes as a consideration in the decision-making
process.
The study considers only those decisions which took place within
a time period of one year.

The study was limited to a particular time

period to facilitate accuracy of responses by the firms, and thus im
prove the objectivity of the study.

(Often it may be difficult for

businessmen to.remember the circumstances of a decision more than a year
past.) The time period during which the actual research took place was
from September 19^5 to June I 9 6 6 .

The business firms were questioned

about decisions made in the 1964-65 year.

study.

Business firms are

divided into two

The first category

is called "small

proprietorships and partnerships.

general categories forthis
business" and includessole

Some corporations with less than ten
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stockholders which chose to file income tax returns as partnerships are
also included in this category.
in the study.

The second category is the corporations

Beyond these two general categories further division is

made according to the type of business each firm conducts.

Business

decisions may vary with the type of firm or business conducted.

For

instance, there are no decisions as to size of inventory in a law firm,
but inventory decisions are very important in a dry goods store.

The

example shows that it is difficult to compare all decisions for all
businesses.

However, it is possible to compare the decisions of a

particular kind (for example, with respect to inventories) among types
of businesses making that decision.
The firms are also classified according to the amount of their
gross sales or revenues.

This is yet another manner^of viewing the

effects of taxation on business.

In this case the total dollar amount

involved in each decision affected by Montana taxes is shown as a per
centage of gross sales.
Finally, there is a comparison showing the total number of
decisions affected by each of the Montana taxes mentioned in the study.
These taxes are the Montana property tax on real estate, the personal
property tax, the individual income tax, the corporate license tax, the
inheritance tax, and any other taxes mentioned by the respondents.
The results of the empirical inquiry made in this thesis suggest
that Montana taxes generally do not greatly affect the decisions of
business firms.

This statement is even more important in view of the
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fact that the questions concerning the Montana taxes were asked directly
of business men who might tend to exaggerate adverse effects.

This study was done in conjunction with the Montana Tax Study
completed in Missoula in August of I9 6 6 . This study was requested by
the 1 9 6 5 Montana Legislature and a great portion of the study was con
ducted by the University, of Montana Tax Study Dept, under the direction
of Dr. John H. Wicks. Since an introductory letter of explanation stated
these above facts, it is possible that business men might have overstated
adverse effects hoping that legislative action might result in a more
favorable tax position for business.
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CHAPTER OHE
SURVET OF THE LITERATURE
Introduction
Determining whether taxes may Influence business decisions in
volves an analysis of the tax system and the specific taxes in it.
There are three basic viewpoints from which a tax system may be analyzed.
The first of these viewpoints may be called equity considerations.

This

requirement suggests that the tax burden be distributed among various
persons in accordance with the accepted standards of equity as set by
the consensus of opinion in society.

A second viewpoint is often re

ferred to as the administrative and compliance costs of each particular
tax.

This viewpoint suggests that taxes be established in a manner

that will minimize the real costs of collection of the tax.

These

costs are the cost to the taxpayer (compliance costs) and the cost oD
enforcement by the government (administrative costs).

The third view

point is the one which is of most concern to this study.
to as economic consequences or economic effects.

It is referred

A value assertion often

associated with the third viewpoint is that a tax system should be
established in such a manner that there will be no undesirable economic
effects, meaning that there will be no interference with the attainment
of the optimum allocation of resources .
Taxes may cause various types of economic effects and thus alter
human behavior in several ways.

This study is most concerned with the
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effects of taxes on business firms.

These decisions often involve the

quantity of factor units which may be used in the productive process-for example, a business man may decide to hire fewer employees because
the imposition of a tax has increased his costs.

Also taxes might alter

a business firm’s choice of a method of production.

Decisions may often

involve the behavior of certain input factors such as the businessman
himself.

A tax might cause a business man to work less or even work

harder than before.

Possibly, more leisure time might be desired in

relation to work time.

One related effect often discussed is taxation’s

effect on investment decisions, both by individuals and businesses.
Finally, two related types of ecolpomic effects of taxation are noted.
The first is the effect taxation may have on the choice of form of busi
ness organization.

That is, it might be more profitable to be taxed as

a corporation rather than asapartnership--or vice-versa.

Secondly, it

is widely claimed that some taxes tend to cause unbalanced or distorted
capital structures.

The fact that interest payments are deductible in

arriving at taxable net income means that bonds or debt financing will
be favored in place of equity financing.
There have been many studies, articles, and books in the past
twenty years that have attempted to show the relationship between certain
taxes and economic effects such as those mentioned in the preceding
paragraph.

However, a large portion of the studies were concerned with

tax effects on work incentives and investment incentives.

Most studies

employed a theoretical— a priori— approach, and few used empirical
methods.

Of the theoretical and empirical studies, most have been con

cerned with the effects of federal taxes. Little has been written
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concerning the effects of state and local taxes on business behavior
and decisions.

The rest of this chapter summarizes the literature that

has been written concerning the effects of taxes on business decisions.
The studies vary widely in purpose and scope, but all tend to agree that
taxes are not a predominant factor in their effect on business behavior.
EFFECTS ON INCENTIVES
The effects of taxes on incentives to work and invest have been
an area often covered by the writers.

The empirical studies will be

discussed first, followed by a summary of the theoretical work.
Davidson Study
In 1 9 5 3 , Mr. Robert Davidson presented a study concerning the
effects of high income taxes on a small group of doctors.
were interviewed personally.^

Seven doctors

The doctors were selected primarily on

the basis of their earned income which ranged from $3^>,000 to $110,000.
Since they were all specialists and thus responsible only to themselves,
the author felt this factor tended to make any influence of teuxes on
their incentives more discernible.

The findings of the study were organ

ized into five categories as follows:
(a )

Charity and Research— Only one out of the seven did less

charity work in the form of free services because of taxes.

The implicit

assumption involved in the one case is that an increased tax liability
might make a doctor's time more expensive, and thus he could not afford
^Robert Davidson, "Income Taxes and Incentives:
Viewpoint," National Tax Journal, May, 1953, P- 293*

The Doctors
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to donate as much time to charity.

Although the author does not support

this contention, he notes that possibly an increased amount of professional
research was being substituted for charity work.
(b )

Institutional Work— M3st doctors seemed to favor institutional

work or a

job in a large medical concern.

that they

saw the threat of inflation and higher tax costs reducing the

size of their
Possibly,

One reason given for this was

profits, and thus they would rather be paid a salary.

the higher tax: costs they mention refer to personal and real

property taxation, such as might be involved in purchasing new equipment
or a new office site.
(c )

Shifting the Tax— The author points out that it was hard to

show whether these specialists shifted the tax on to their patients,
because it is so hard to determine a typical pricing policy.

Briefly,

the following difficulties were enumerated:
1.

"There is great competition in the different areas of speci
alization.

2.

Fees sometimes depend on the patients ability-to-pay.

3*

Instead of raising prices, doctors may decide to increase
income by increasing the number of patients."^

(D) Investment and Saving— All of the doctors complained that
their capacity to accumulate funds for investment was reduced by a
"constant watch of the Federal Bureau of Internal Revenue and high margi
nal tax rates."

However, it was noted that the doctors were shifting

^Ibid., p. 2 9 5 .

\
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■what they could save into common stock and other securities in order to
hedge against inflation and also to take advantage of capital gains
treatment.
(e ) Leisure -Time— It was found that doctors usually tried to
combine vacation time with that spent at medical conventions in order
to write off the trip as a

business

expense.

The evidence was very clear in this study that despite

the few

effects of taxation mentioned, probably the strongest influences on the
economic behavior of these doctors were non-monetary factors, for example,
a doctor's interest and dedication to his particular field.
Although this study is hampered by such a small number of res
pondents, the findings are typical of those often noted for professional
groups (lawyers, doctors, etc.).

Also, the responses were often similar

to those observed in the study performed for this thesis.
Morgan, Barlow and Brazer Study
James Morgan, Robin Barlow and Harvey Brazer presented a similar
more thorough work
investment.

in

the -- field of incentives concerning work and

Completed in the fall of 1964, the study focused on the

attitudes and behavior of high income individuals as investors and workers,1
The authors maintained they have rather convincing evidence that most
upper income people are not much concerned about escaping taxes.
The sample for the
income

study included some 950 individuals whose

exceeded $10,000 in 1961 and

who thus, werereferred to as being

1
James Morgan, Robin Barlow, and Harvey Brazer, "Survey of Invest
ment Management and Working Behavior— Among High Income Individuals,"
American Economic Review, (May I 9 6 5 ), p- 2$2.
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a "high income Group."

The authors were not explicit about how the

sample was taken nor whether it was of a random nature.

However, they

did mention that it included only people from within the state of Michi
gan.

The individuals in the sample were personally interviewed for the

study in the spring of 1964.
Bnphasis was placed on the reasons for decisions rather than, on a
precise measure of the dollar value of assets involved.

The authors

questioned the subjects concerning reasons for these types of decisions:
portfolio composition, sales and purchases of selected assets, consider
ation of certain factors in making investment decisions, the use of capi
tal gains or loss treatment, tax treatment on receipt of inherited wealth,
the making of charitable gifts, and estate planning.
Statistical results were presented so that each individual was
weighted in accordance with the amount of income dollars which he repre
sented.
The reasoning for this decision was that the economic significance
of the attitudes and behavior under analysis depends not so much on the
number of individuals involved, but on the number of dollars represented
or controlled.

For example, only one percent of all people might be

locked-in by capital gains tax, but this one percent may contain 2 5 percent
of stockholders, and 10 percent of aggregate earnings.
The authors reported that "an investigation into the effects of
state and local taxes on the individuals' place of residence or business
revealed that only one percent of the hlgh-income group were actually
thinking of moving their residence or business in order to save taxes."
^Ibid., p. 2 5 9 -
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A number of generalizations and conclusions were arrived at by
the authors, and from the generalizations one fairly prominent theme
emerged.

The economic activities of the group were not dominated by

precise calculations of monetary gain.
Most respondents worked long hours in the face of high
marginal tax rates; the demands of their business associ
ates and clients governed many of their activities; sheer
inertia or traditionalism played a large role; and indi
cations of altruism were often present. Since concern with
taxes seems to imply a strong commitment to monetary gain,
it is surprising that the bulk of the respondents rarely
mentioned tax considerations despite being questioned for
an hour or more about the details of their financial affairs.
In only a few limited segments of the high income population
did tax considerations explicitly appear to be very influ
ential. 1
One of the most marked influences was estate planning of older people
with highest incomes and largest wealth holdings.
George F. Break Study
In September of 1957^ George F. Break presented an empirical
2
study concerning the effects of income taxes on incentives to work.
Because

ofa limited amount of time for the study, the author decided to

interview a sample of accountants and solicitors (probably tax lawyers)
in London, England.

The sample was classified as containing members of

an upper income group.

The author did not define the limits of the upper

income group.
He thought these people would be tax sensitive, since they worked
with the tax problems.
^Ibid., p. 263.
2
George F. Break, "Income Taxes and Incentives to Work: An
Empirical Study," American Economic Review, (May, I 9 6 5 ), p. 252.
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Forty out of some 300 respondents said that they were under some
disincentive pressure from taxation.

Nineteen of the 40 said that they

had decided to turn down work offered to them at various times in the past.
The authors reported that 3I of the 300 said there were some positive tax
incentives.

Of the 31, there were I7 who mentioned taxes as being

responsible for prolonging retirement.

The reasoning behind the state

ment by the respondents was that because of their present tax liability
they could not afford to retire.
working harder.

Fourteen out of 31 said they were

It is obvious that these types of responses would be

hard to quantify specifically.

For example, is there a real increase in

the worker's productivity, or does he just feel he must work harder?
And, if an increase in productivity is found, can it be attributed only
to taxes?

For these reasons no further generalizations were drawn after

noting those who mentioned a positive tax incentive of a certain type.
Break concludes by saying:
... the fact that a small number of tax disincentives have
been found in previous studies is not surprizing since they
were conducted in one economic segment of the population;
that is, the wage and salary earners who had little chance
to greatly vary their work or tax position. The present
survey tested, on the other hand, a reasonably substantial
segment of a highly tax sensitive group— i.e., self-employed,
professional practicioners whose business overhead was small
and whose business commitment to others (staff, partners,
etc.) were sufficiently limited and flexible to allow a good
deal of freedom of action. The expectation was, in other
words, that particularly where the tax rates are as high as
they are in England, a considerably higher portion of tax
disincentives would be encountered than in earlier studies.
The fact then that the results of this study show no such
rise in the incidence of tax disincentives is of considerable
importance. 1
^Ibid., p. 5 I+8 .

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.

13
Lewis H. Klmmel Study
Mr. Kiinmel's study, covering the effects of taxation on work
incentives and. decisions with respect to investment and economic expan
sion, was published by the Brookings Institution in 1950-

Data for the

study was gathered by the use of questionnaires.
The author was concerned with the effects of taxation on four
types of incentives.
1)

He defined them as follows:

"The incentive for enterprise to establish new companies
or develop new industries.

2)

The incentive for existing business to expand plant and
equipment and introduce new methods of production.

3)

The incentive for people toinvest their money savings.

4)

The incentive to work."

Kiramel then proceeded to determine the effects of various taxes
on these four economic incentives. The various taxes with which Kiramel
was concerned were the corporate income tax, personal income tax, sales
tax, property tax and payroll or employment taxes.

The effects of each

tax were discussed separately.

Lewis H. Kiramel, Taxes and Economic Incentives (Washington, D.C.)
The Brookings Institution, 1950, p. 2.
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CORPORATE INCOME TAX
In order to determine the views of the business community con
cerning the relationship between corporate income tax and economic
expansion, 1,000 manufacturing firms were questioned as follows:
"Has the federal corporate income tax affected decisions
of your company to expand plant and equipment? If so,
what were the major considerations?
(1)

The impact of current taxes on available funds?

(2)

The probable future impact of taxes on earnings?

(3)

Other considerations?^

Of 211 corporations replying to the questionnaire, 11T or 555^ stated
that the corporate income tax had influenced decisions relating to ex
pansion.

Of the 117 corporations stating that the tax had influenced

plans for expansion, 8 7 rated the impact of current taxes on the avail
ability of liquid funds as a major consideration, while 50 thought the
effect of taxes on future earnings to be of first rate importance.

Only

10 companies mentioned factors other than effects of taxes on future
earnings and availability of liquid funds.
tribution of replies classified by industry.

Table I presents the dis
The "yes" columns refer

to those who stated that the corporate income tax had some effect on
capital expansion.
Kimmel reported that taxes did not appear to be a major factor
affecting the decisions of those contemplating going into business.
1
Ibid., p. 3 4 .
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IA3LE I
THE EFFECT OF THE CORPORâTE INCOME TAX ON CAPITAL EXPANSION*

INDUSTRY

Number of Replies
Total
Yes
No

$ of
Affirmative
Replies

Metals and Metal Products

29

19

10

65.5

Machinery and Accessories

k'J

22

25

46.8

7

2

5

2 8 .6

Electrical Equipment

16

8

8

5 0 .0

Textiles

2h

12

12

5 0 .0

Chemicals and Drugs

12

7

5

5 8 .3

8

6

2

7 5 .0

Paper and Paper Products

14

10

k

71-4

Foods and Beverages

IT

7

10

41.2

Leather and Leather Products

7

k

3

5 7 .1

Rubber
Glass

5

3

2

60.0

5

3

2

6 0 .0

Mi scellaneous

20

l4

6

7 0 .0

TOTAL

211

117

9k

5 5 .5

Automobile and Accessories

Building Materials

*Taken from Lewis H. Kiramel*s Taxes and Economic Incentives, p. 35'
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supported this contention with a study done by J- Keith Butters and John
1
Lintner.
Their study involved a large number of interviews which indi
cated that the "founders of small enterprises seldom give detailed consid2
eration to taxes in deciding whether to undertake their ventures."
Kiramel did not make a separate discussion of the effects of
state corporate income taxes on economic expansion, since he stated that
state corporate income taxes seem to accentuate the tendencies of the
federal tax.
PERSOHAL INCOME TAX,
In surveying the effects of the personal income tax, Kimmel
noted two related areas of importance.
incentives to work.

The first was the effects on

Second, and closely related to incentive to work

is incentive to save.
In order to determine business manufacturing corporations were
asked the following question:
Do you believe that the higher the tax rate the
less the incentive to work and save?’'
Out of the 1,000 who were questioned, 208 useable responses were returned.
The affirmative responses to the question numbered 197 and represent
95 percent of the total-

In several, cases, the executive answering the

inquiry thought the impact of income taxes was only important in the
higher income groups, that is, the top executives.

On the other hand.

J. Keith Butters and John Lintner, Effects of Federal Taxes on
Growing Enterprises (Boston’
: Division of Research, Graduate School of
Business Administration, Harvard U n i v e r s i t y 1952.
2
Kimmel, 0 £. cit., p. 3 8 .
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one company official said that he thought taxes had no real effect on
incentives since the most concern that his firm felt, was a general
desire for lower taxes.

Usually, the executives were quite positive of

the fact that the income tax did affect incentives, but were not in agree
ment concerning who was affected and to what extent.

Table 2 shows the

results of the incentive inquiry classified by industry.
Kimmel made no attempt to discuss separately the effects of
state income taxes.

He contended that the state tax supplements the

deterrent effects of the federal tax.
PROPERTY TAXES
In this area Kimmel stated that,
in general, manufacturing industry does not regard the
property tax as a serious phase of the tax problem.
Business managers are almost unanimously of the opinion
that property taxes affect the incentive to produce very
slightly if at all.1
In the case of property taxes, manufacturing firms were asked
to answer the following question pertaining to the desirability of
the tax:
What changes, if any, in the application of the property
tax to your business do you consider desirable?
The replies to this question were divided into three groups.

The first

group mentioned lack of uniformity of assessment within the industry.
^Ibid., p. 1 6 5 .
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TABLE 2
THE POSITIVE AM) NEGATIVE EFFECTS OF HIGH
INCOME TAX RATES ON THE INCENTIVE TO WORK AND SAVE

INDUSTRY

of Replies Allowing Ftosliive & Negative Effects
fo of
Ibtal
Yes
No
Positive Replies

Metals and Mstal Products

26

25

1

96.2

Machinery and Accessories

47

44

3

93.6

6

6

Electrical Equipment

15

l4

1

93.3

Textiles

25

25

0

100.0

Chemicals and Drugs

12

12

0

100.0

8

7

1

8 7 .5

Paper and Paper Products

14

l4

0

100-0

Foods and Beverages

18

16

2

8 8 .9

Leather and Leather Products

7

6

1

8 5 .7

Rubber

5

5

0

100.0

Glass

5

4

1

8 0 .0

_l£

1

9 5 .0 . .

197

11

Automobiles and Accessories

Building Materials

Miscellaneous
TOTAL

20
208

.

0

100.0

9 4 .7

*Taken from Lewis H. Kimmel* s Taxes and Economic Incentives, p. 10:
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The second group thought property taxes should be tied more directly to
benefits received, like police and fire protection.

A third group

advocated elimination of property taxes such as those on inventory.
Kimmel explained that the mildness of the answers received concerning
the property tax might be attributable in part to the fact that the
questions were asked during the post-war business boom.
CONCLUSIONS OF THE KIMMEL STUDY
One of the major problems with the conclusion of this study
is that one has no quantrf.tive evidence as to what extent these taxes
are important or significant.

For instance, to validate the response

that taxes affected a decision one might be asked to quantify the total
dollar amount involved in the decision, and reveal the actual reasoning
process behind that decision,

In this manner it might be learned how

important the tax considerations were relative to other factors such
as projected income or aggregate demand.

Finally, it must be remembered

that this study pertained to manufacturing industry only and does not
attempt to generalize concerning incentive effects in other industries
such as wholesaling, retailing, construction and service industries.
Dugan and Zubrow Study
In 1 9 5 3 , James E. Dugan and Reuben Zubrow conducted an empirical
study to determine the effects of the federal excess profits tax on the
investment decisions of business firms.^
^James E. Dugan and Reuben A. Zubrow, "The Influence of the
Excess Profits Tax on Business Decisions to Invest," National Tax Journal
Vol. VII, Sept. 1 9 5 4 , p. 2k3.
■
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The authors personally interviewed the leading industrialists
of the Rocky Mountain region whose firms were subject to the federal
excess profits tax.

On the basis of information derived from the per

sonal interviews a questionnaire was designed.

Then, the questionnaire

was sent to approximately 1,000 corporations representative of mining,
construction, durable and non-durable manufacturers, wholesale and
retail trade, and service industries.
The majority of the respondents who had paid the excess profits
tax through the Korean War period stated that the tax had no effect on
the method or level of financing expenditures for new plant and equipment.
It had often been argued that the tax discriminated against
corporations that were too profitable.

But the contention of discrimi- \-

nation was not supported by the statements made by company officials on
the effects of the tax on investment decision making.

Considering all

decision-making areas, the tax did, however, have a somewhat greater
effect on small corporations as compared to larger ones, according to
the authors.
In conclusion, it was found that decisions regarding the level
of investment were generally more responsive to tax considerations than
decisions regardingthe manner of financing investment.
Butters, Thompson and Bollinger Study
An empirical study relating to the effects of taxation on invest
ment by individuals and written by J. Keith Butters, Lawrence E. Thompson^
and Lynn L. Bollinger was published in 1953*

Although this study was

not concerned directly with effects of taxation on businesses, it is
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important because it investigates the effects of taxation on the supply
of capital for potential investment in business.

In brief, the author’s

analysis consists of an effort to answer three main questions:
1.

"Whose investment decisions are important?

2.

How have taxes affected the investment capacity of these
groups of investors?

3-

How have taxes affected their investment policies?"

The source material for this study consisted of three sets of
sample data.

The first was the annual survey of business firms’opinions

conducted in postwar years by the Survey Research Center of the University
of Michigan.

The second was a sample of "active investors" based on

interviews with 746 individuals who were interviewed expressly for this
study.

Finally, the Survey Research Center included questions designed

for this study in two special surveys made during the summer and autumn
of 1 9 4 9 .
The authors asserted that "from the standpoint of the flow of
equity capital from private investors to business, the investment decisions
of the upper income and wealth classes are of great importance."
assertion

was based on the findings of this study.

This

In connection with

this assertion. Table 3 illustrates the importance of the effects of taxes
J. Keith Butters, Lawrence E. Thompson, Lynn L. Bollinger,
Effects of Taxation on Investment by Individuals (Boston: Division of
Research, Graduate School of Business Administration, Harvard University,
1953), p. 16.
^Ibid. , p. 2 9 .
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rnSLE 3
PERCENTAGE OF INDIVIDUALS IN ACTIVE INVESTOR
SAMPLE AFFECTED BÏ SPECIFIED FEDERAL TAXES,
BY INCOME AND WEALTH GROUPS*!

Item

Number
of
Cases

Percentage of Individuals with Investment
Decisions Affected by;
Income &
Corporate
Capital
Estate & Income &
Gains
Gift
Double
Taxes
Taxes
Tax
TOTAL

INCOME
Under $7,500
$ 7,500 - $12,499
1 2 ,5 0 0 - 24,999
25,000 - 49,000
5 0 ,0 0 0 - 9 9 ,0 0 0
1 0 0 ,0 0 0 and over
Not ascertained

201
182
160
121

46
26
10

21 #
4o
46
57

26

66
83

55

3#
9
18

54

4#
3
9
13

22
3

24 #

45
60

68
88
93

WEALTH
Under $25,000
$
2 5 ,0 0 0 - 49,000
50,000 - 99,999
100,000 - 249,999
2 5 0 ,0 0 0 - 4 9 9 ,9 9 9
5 0 0 ,0 0 0 - 9 9 9 ,9 9 9
1 ,0 0 0 ,0 0 0 and over
Not ascertained

147

19#

2#

121
131
158

28
44

2

77
41
41

60
79
63

50

9
21
38
37
50

3#
5

22 #

8

53
63

5
16
15
16

31

71
91

79

30

This data taken from Butters, Thompson, & Bollinger, Effects of
Taxation on Investment by Individuals, p. 34.
*Wealth Is defined in tabulations from the active Investor sample
as the value of the total gross assets held by the Investor and his
family unit for the purpose of producing an Income return or capital
appreciation.
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on investment of these groups by comparing the differences in percentage
of individuals affected by federal taxes.
General conclusions of the study were stated as follows:

"The

tax structure as of 1 9 ^ 9 cut substantially into the investment capacity
of the upper income and wealth classes--the source of future capital for
investment in business--and, on balance, it also decreased the willing
ness of those investors in the aggregate to make equity type investments.
This final conclusion was supported by the fact that the investment
objective most often affected by taxes in all income groups was that of
investing in equity type investments.
Summary of Normative Articles
An article by Paul Streeten in the October, 1953^ Oxford Economic
Papers presents some external factors which might be considered when
2
analyzing the effects of taxation on incentives.
Streeten contends that
incentives may depend on "social conventions."

Py this he means that

current investment expectations may depend on what other ventures have
yielded in the past.

Along the same lines, he points out that investment

may be based not only on forecasts and estimates, but also on psychological
attitudes with no evidence to support them.
tunity cost should be considered.

He then mentions that oppor™

The existence of a certain tax in one

area might cause the cost picture for that undertaking to increase and
thus, another venture may be considered which has a lower overall cost
picture.
^Ibid., p. 5 0 .
2
Paul Streeten, "The Effects of Taxation on Risk Taking'
Economic Papers (Oct. 1953)^ p. 271.
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A more thorough approach to the subject of income taxes and risk
taking is presented by Evsey D. Domar and Richard A. Masgrave.
analyze the effects of taxation on risk taking in two steps.

The authors

First, they

suggest that one should consider how the imposition of a tax under varying
conditions might affect the yield, and, also, just as importantly, how
a tax might affect the risk of an investment.

Next, one should consider

how the investor will react to these changes in the yield and degree of
risk.

The authors point out that the conclusion that a tax reduces the

yield has been much emphasized; but the equally important fact that the
tax may also reduce the degree of risk has received little attention.

To

illustrate the importance of this consideration, they suggest the following
situation.

"Ey imposing an income tax on the investor, the Treasury

appoints itself as a partner who will always share in the investor's
gains, but whose share in his losses will depend on the investor's ability
to offset losses against other income."

The authors suggest that there are

three cases which may determine how the Treasury will share an investor's
losses.
In the first case, if the losses cannot be offset against other
income, the investor bears the entire burden of the loss.

Therefore, the

tax reduces the yield but leaves the degree of risk unchanged so that the
compensationXper unit of risk taking is reduced.
In the second case, if complete offset of the loss is possible,
the result is quite different.

An example illustrates this case well.

Evsey D. Domar and Richard A. Musgrave, "Proportional Income
Taxation and Risk Taking," Quarterly Journal of Economics, (May, 1944
pp. 493-4.
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Normally, income of $1,000 from an investment may be subject to 25 percent
capital gains taa: and thus leave only $750.

Now, suppose an investor

makes another $1,000 investment and suffers a loss of $200.
offset this loss
subject to tax.

If he can

against the first $1,000 income then only $800 remains
The net loss now is only $150, the remaining $50 having

been absorbed by the Treasury.

The yield and the risk of the investment

are reduced by the rate of the tax, so that the return per unit of risk
taking remains unchanged.
In the third case, if only a partial offset of losses is possible,
the yield is reduced by a greater percentage than the degree of risk
and the results fall between those of the first two cases.
The important idea to retain from this discussion is that the
tax structure is not quite as repressive on investment as often thought.
The tax structure does reduce the penalty for risk taking so as not to
discourage this type of investment.
In support of this train of thought E. Cary Brown comes to a
similar conclusion in a 1959 article entitled, "Business Income Taxation
and Investment Incentives."^

Brown contends that the effect on invest

ment incentives of a proportional tax can be neutralized:

(a) if the

amount expended on durable producer’s goods can be deducted from taxable
income in the year when it was made, and (b) if the government will pay
for any losses of the firm at the same rate as it taxes the firm's
income.

Brown mentions, however, that neither adjustment "a" or "b"

taken alone is sufficient for neutralizing the effects of the tax.
E. Cary Brown, "Business Income Taxation and Investment,"
Readings in Economics of Taxation, (Homewood, Illinois: Richard D.
Irvin Inc., 1 9 5 9 P- 525-
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Some studies have attempted to shov how taxes have affected
operating decisions directly concerning the internal method of running
a business.

A good example of these "methods of running the business"

and related internal policy decisions is the concern with depreciation
policy (accelerated) and the resulting tax treatment on investment
goods.

John Lintner summarizes the relevant considerations in the area

of internal policy and investment incentives in a 1 9 5 ^ article in the
American Economic Review.

He concludes that "taxes affect the manner

(or method) in which business is conducted more than they affect the
amount and kind of business activity."

This conclusion points to the

importance of paying more attention to the form of taxation and less to
the general tax level.
The studies concerning incentives (both work and investment) have
dominated the writings.

Not much has been written concerning the effects

of taxes on other types of decisions.

This domination is especially

true concerning the effects of federal taxes.

The effects of taxation

on decision making in other areas of economic importance are described
below:
Effects on Other Areas of Economic Importance
One study concerning the effects of federal taxes in an area
other than incentives was done during the late 1940's by J. Keith Butters,
John Lintner, and William L. Cary.

This study attempted to provide an

appraisal of the effects of federal taxation on merger activity of
^John Lintner, "Effects of Corporate Taxation on Real Invest
ment," American Economic Review (May, 1954), p. 219.
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business and on the continued existence of independently owned small and
medium sized companies.
The data for this study was gathered through extensive field
interviews with participants in over 1 0 0 sales and purchases of busi
nesses occuring between 19^0 and 19^7-

In. addition to the field inter

views, the authors analyzed the general statistics on all mergers re
ported in the financial journals during the years 1940-47.
One area in this study pertains directly to the topic of this
thesis.

This section of the study attempted to appraise the relative

importance of the tax motivations for the sellers and also the buyers
of business enterprise, in comparison with the non-tax motivations for
sale and purchase.
As a primary step in the analysis of the tax and non-tax moti
vations for the sale of business enterprises, the authors divided the
field interviews into two categories.
(1)

"Those in which taxes were of major importance, and

(2)

Those in which taxes were of lesser or negligible Impor1

tance if, indeed, any attention at all was given to them."
In general, mergers were included in the former category by the inter
viewer only when the owner was with good reason (according to the authors)
consciously and seriously concerned about his tax problems and when
other motivations for sale did not dwarf the tax

worries of the owner.

The authors final analysis of the field cases indicated that for
the period from 194o to 1947 taxes were a major reason for sale in about
"I

J. Keith Butters, John Lintner, William L. Cary, Effects of
Taxation on Corporate Mergers, (Boston: Division of Research, Graduate
School of Business Administration, Harvard University, 1951), p. 16.
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two-fifths of the transactions in which the selling company had assets
of between

15 and $5 0 million as of the date of the sale, for between

one-fourth and one-third of the companies sold in the $5 - $15 million
asset size class, for a little over one-fifth of the companies in the
$1 - $5 million class, and only rarely for the sale of companies with

assets under $1 million.

The fractions reported above obviously re

present only approximations of the percentage of tax-motivated sales,
as the authors have defined this concept.

Nevertheless, within

reasonable limits the figures do provide a basis for appraising the
relative role of taxes as a motivating force for merger activity.
To say that taxes were a major reason for sale, however, is not
to say that the sale was caused by the tax motivation in the sense that
the merger would not have occurred in its absence.

The authors remind

the reader that there usually were several reasons for a sale that were
of equal importance in the minds of the owners, and it was impossible to
say that any one of them was in itself decisive.

Thus, the figures

presented in the proceeding paragraphs, subject to the margin of error
inherent in their data and procedures, represent maximum estimates of
the role of taxes as a cause of merger activity.
When the authors analyzed the relative importance of tax and non
tax motivations for purchase of business enterprizes, they arrived at a
rather simple conclusion:

that taxes were of no practical consequence.

In only three instances were tax considerations mentioned as an important
motivation for the acquisition of one company by another.
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Locational Studies
'Hie only studies In the literature which discuss the specific
effects of state and local taxes on business decisions are those relating
to the effects of taxes on decisions to locate business enterprizes,
John F. Due reviewed many of the studies concerning state and
local tax Influences on the location of Industry In a 1961 National Tax
1
Journal article.
Based on a rather thorough coverage of the studies,
he concluded that the level of state and local taxes has practically no
effect upon the locational decisions of business executives.
Included In Due’s review were studies that used different types
of methodology.

Some studies which are typical of those using a question

naire approach are presented below.

The questionnaire studies were

Among the studies on the Influence of taxes on state economic
growth are the following; Bridges, Benjamin J. Jr., "State and Local
Government Financial Inducements for Industry" Tax Policy 32
(1-2):3-9 January-February, 1965Burkhead, Jesse and Donald Steele "The Effects of State Taxation on the
Migration: of Industiy", Journal of Business, July, 1950, p. 16?.
Floyd, Joe S. "The Effect of State and Local Taxes Upon the Selection
of Industrial Locations," National Tax Proceedings Association,
1951 pp. 4 3 5 -4 4 5 .
Garwood, John D. "Taxes and Industrial Location", National Tax Journal
5:365-369, 1952.
McKeon, Charles P. "The Effects of State Income Taxes on Business"
National Tax Association Proceedings, 1949, pp. l8l-84.
Spiegelman, Robert G., "Location Characteristics of Footloose Industries,'
Land Economics 4o(l):79-86, February, 1964.
Financing Government in Colorado, The Governor's Tax Study, Denver,
Colorado, 195^.
Michigan Tax Study - staff papers, 1958.
The Governors Tax Study Committee, Minnesota, 1956.
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broken down in two main types.

The first type consisted of those in=

qiiiring about general factors affecting location.

The second type

specifically asked about taxation influences on location.

The results

of each were quite different.
A study similar to the former type was conducted by Business
Week in 1958.^

Of jhj respondents only five percent referred to taxes

as influencing decisions to locate.

Another study of a similar nature

was conducted by the Survey Research Center of the University of
Michigan.

2

The study, completed in 1950, concluded that taxes were not

a significant factor in location decisions.

One of the important findings

of the study was that only nine percent of the firms interviewed made
any mention of taxes as an undesirable location effect.
In the second group of studies that mentioned taxes as a possible
location factor, it was found that a much higher percentage of the res
pondents indicated that taxes had influenced location decisions. The
percentage of those indicating a tax influence ranged from l4 to 25
percent in some studies.
William R. Ingram also reviewed the studies in the area of
location decisions in a 1966 tfesters Thesis, University of Montana.
His review supported the conclusion that state and local taxes have no
predominant effect on location of industry.
^John F. Due, "Studies of State and Local T^x Influence on the
Location of Industry," National Tax Journal, (June, 1961)^ p. I 7 I.
^Ibid., p. 1 7 3 .
William R. Ingram, "The Relationship Between State and Local
Taxation and State Economic Growth,"(unpublished Master of Arts Thesis,
University of Montana, 1966)^pp. 7-^1.
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This chapter has presented a large portion of the literature
relating the effects of both federal and state taxation on the various
operating decisions of businesses.

Although the studies have varied

tremendously in scope, purpose, and methodology, they have all arrived
at a similar conclusion.

Both theoretical and empirical studies seem

to agree that taxes are not a predominant factor in their effect on
business decisions or business behavior.
The next chapter explains a research design and methodology
which extends the analysis of the effects of taxes found in this chapter.
This research design was constructed to determine the effects of Montana
state and local taxes on the operating decisions of business firms.
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CHAPTER TWO
RESEARCH DESIGN FOR THE EMPIRICAL INQUIRY
This study is mainly of an empirical nature, since most of the
data was gathered through the use of questionnaires sent to business
firms-

The questionnaires were sent to two different samples of firms--

small businesses and corporations.

The first sample consisted of 400

sole proprietorships and partnerships which filed 1 9 6 3 income tax re
turns under Montana tax law.

Undoubtedly, some who filed as partner

ships were actually corporations, because corporations with ten or fewer
stockholders are allowed to file income tax returns as partnerships under
Montana law.
The sampling procedure was conducted in the following manner.
First, a sample of 5,0^5 Montana personal income tax returns was taken
from all those who filed under the Montana tax law in 1963.

This sample

was stratified by tjae federal adjusted gross income listed for each
taxpayer.

Any time business income was reported on any of the 5,043

returns an attempt was made to determine the identity of the firm in
volved.

A list of these proprietorships and partnerships was compiled.

Then, a random sample of 400 firms was taken from this list.
The other sample consisted of 200 firms that filed 1964 Montana
corporate income tax returns.

The sample was chosen at random from a

list of all firms that filed corporate returns that year.
After selecting the two samples an attempt was made to contact
each of these 600 firms

by

telephone to request cooperation in the
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study.

(The pilot study showed, that such phoning greatly facilitated

response to the questionnaires.)

Regardless of the outcome of the

phoning process, questionnaires were sent to all- of the 600.

An intro

ductory letter explaining the questionnaire and its purpose was included
with the questionnaire.

A copy of the letter and the questionnaire used

in the study are shown in Appendix I.
The questionnaire stated:
It is possible that a business might make a decision differently
than it ordinarily would merely because of the existence of a
certain tax.

During the past year, did any of the following

list of Montana taxes cause your business to make any operating
decisions which it would not have made except for the taxes.
These taxes were listed in the following order:
Montana personal property tax
Montana property tax on real estate
Montana inheritance tax
Montana corporate license tax
Other Montana taxes
The respondent was instructed to check the tax or taxes (if any)
which had affected his business decisions during the past year-

Next,

he was asked to state what type of decision was being made for each
tax he had checked.

For example, if a respondent had checked the

Montana real property tax, he might have stated that he had decided
not to purchase a certain piece of real estate.
asked to state the approximate

The respondent was then

total cost of the project or item involved

in the decision. In the case of the real estate example, the respondent
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may have written, the approximate total cost of the real estate he had
decided not to acquire.

In order to validate the response, the next step

was to ask the respondent to state his reason for making the decision.
The entire procedure of Inquiring about the type of decision, the amount,
and reason was followed for each tax checked.
Finally the questionnaire requested certain Information about
the firms for classification purposes. The classification Items were
gross sales, payroll, total amount purchased from other firms, number
of employees, principal product or service, and the amounts of various
taxes paid.
Three weeks after the questionnaires were sent, a follow-up
letter and an extra questionnaire were sent to those who had not res
ponded to the first Inquiry.

Because the Initial response from the cor

poration sample was small, a phone call proceeded the sending of the
follow-up questionnaire.

An attempt was made to further explain the

purpose of the study and to inquire the name of a specific person to whom
the questionnaire could be directed.
The findings of the empirical Inquiry are discussed in the next
chapter.
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CHAPTER THREE
FINDINGS AND ANALYSIS
This chapter presents the findings of the empirical study con
cerning the effects of Montana tajces on the decisions of business firms.
The analysis is divided into two major parts.

The first part concerns

the response rate and distribution of useable responses. The second
part is a presentation of the data gathered from useable responses.
Response to the Questionnaire
The useable responses to the questionnaire amounted to 103 for
the proprietorship and partnership sample and 53 for the corporation
sample.

These totals yielded response rates of 2 5 .7 percent and 31 per

cent respectively.
Table ^ presents the nature of the responses to both samples.

It

is also important to note the degree to which the response is represen
tative of the various types of businesses in the sample.

The number of

responses to both samples are summarized by type of firm in Table 5*
The negative response column in this table refers to those firms which
reported that no decisions were made because of Montana taxes.

The

positive response column refers to replies that one or more taxes did
affect a decision of the firm.
In Table 4 as well as in Table 5; it is significant to note that
only 6 5 , or 42 percent, of the I 56 total useable respondents reported
making any decisions as a result of Montana taxation.

In contrast, 9 I,

or 58 percent of I 56 total useable respondents reported that no decisions
were made because of Montana taxes.
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TABLE k
RESPONSE TO THE SMABL BUSINESS AND CORPORATION SAMPLES

Sample Size
Usable

Small Business
koo

Corporations
200

103

Returned stating that no decision
were made because of Montana taxe

58

33

Returned with one or more declslo
listed as affected by Montana tax

45

20

Not Usable
Did not care to participate
No longer in business
Wrong address
TOTAL RESPONSE

__9
5

2

14

4

8

3

130

62
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TABLE 5
RESPONSES BY TYPE OF BUSINESS

Business Type

Negative
Small Bus.
Corp.

Total

Positive
Sma.11 Bus .
Corp. Total

Farm and Ranch

22

4

26

25

2

27

Professional

13

1

14

11

0

11

Retail

7

4

11

2

7

Service

6

12

18

6

9

Real Estate,
Insurance and Finance

2

1

3

0

3

Prepared Food, Drink
and Lodging

1

1

1

Wholesale
Distribution

3

7

0

Logging

1

1

2

0

3

3

Manufacturing

1

2

3

0

1

1

Mining & Oil

1

3

4

0

0

0

Rental

1

1

2

0

0

0

91

45

20

65

Overall Total

$8

33
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Nature of Data on Useable Responses
"Oie questionnaires reported many different kinds of decisions
made as a result of Montana taxes, but basically the kinds fell into
one of the ten categories shown in Table 6.

As can be seen, the deci

sion "not to buy property" represents the most common decision given by
respondents.

Although there are a great number of decisions shown in

the category "change operations in general)' , one should not be misled
by the number shown.

This category was used as a miscellaneous category

to include many decisions similar in nature-

For instance, this category

includes statements of decisions to "increase the volume of the opera
tion to cover present tax cost" and "reduce the volume of the operation
9i

in order to reduce the tax base.

At first examination these statements

seem to be opposite in nature, but they are really two ways of saying
the same thing, that is, they are both decisions to reduce relative tax
liability.

Other statements of such a general nature that they could

not be fitted into any other category are also included in this category.
It is hard for the analysis to show any more than the interesting
categories into which each of the decisions fell.

It would be signifi

cant to show which types of decisions were most common to certain kinds
of business.

However, the sample was not large enough to permit any pre

sentation of this kind.

Only farming and ranching decisions showed a

high degree of consistency in the type of decision made.

Fourteen out

of 3 4 , or 4l percent, of the decisions were "not to buy property."

The

word property applies to both real and personal property (such as
machinery and livestock).

A qualification should be made concerning the

decisions of farms and ranches to buy or not to buy real property in the
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TABLE 6
TYPES OF DECISIONS REPORTED TO BE CAUSED BY MONTANA TAXES

percentage of All
Respondents Reporting Decision____
Total
Decision__________________________ Small Business Corporation Respondents
Not to buy property

11$

6$

9$

Changed operations in general

9

11

9

Not to improve present property

5

5

5

To sell property

5

2

k

Reduce Inventory

3

5

3

Decrease number of employees

3

2

3

Income averaged over years

2

3

3

Changed business form

1

6

3

Raised prices

1

3

2

Reduced work effort

2

2

2
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f o m of land. Such a decision has no net effect on the economy, hut is
really of a redistributive nature, since it only involves transfer of
ownership of land.
Magnitude of Decisions
The dollar amount involved in each decision was not always given
by the respondent.

However, a dollar amount was reported concerning

56 decisions, or 4$ percent of decisions reported.

The dollar amount of

a decision shown as a percent of gross revenues provides a measure of
the magnitude of the effect on the firm.
by decisions had a wide range:

The value listed as affected

from $60 to $160,000 in dollar terms

and from .1 percent to 193 percent of gross sales.

Table T shows the

dollar amount Involved in each decision for each kind of business in
both the corporate and small business samples.

Also, the table shows that

the reported amounts involved in the decisions vary widely from firm to
firm— most amounts quite small in relation to yearly sales of the firms.
It should be remembered that other firms in the industries listed, as
well as in certain other industries not listed, (oil and gas production,
for example) did indicate that Montana taxes affected their decisions,
but they did not list the dollar magnitudes of their decisions.
It would be interesting also to note the magnitude of the decision
listed according to the types of decisions made.

However, because many

of the respondents failed to list the dollar magnitude of their decision
and others did not list their gross revenues, a presentation of this
kind is not possible.
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TAJBLE T
SIZE OF THE DECISIONS AFFECTED BT MDNTANA
TAXES FOR VARIOUS TYPES OF BUSINESS FIRMS

Dollar Amount
Dollar amount of decision
of
as a percent of the gross
Decision Involved revenues of each firm
Farming and Ranching

Retail Trade

Small businesses:
60 .. .. 0.1
120 .. .. 0.4
1 8 5 ..
*
5 0 0 .. .. 1 . 3
528
.. 5 .1
1,000
.. 1.8
1,000
.. 5 .3
2,000
.. 4.4
.. 4 . 5
2,000
*
3,000
..1 8 T2
4 ,5 0 0
5,000
..5 0 .0
..26.6
8,000
2 5 ,0 0 0
..40.3
2 7 ,0 0 0 .. ..5 4 .0

Small business:
Corporate

Corporate :
1 ,5 0 0

21,000

*
..9'8"X"

Professional
Small businesses:
300
.. 0 .3
.. 0.4
400
.. 0 . 8
400
500 .. .. 0 . 5
500 .... 1 . 1
9 0 0 .. .. 2 . 1
.. 1 . 1
1,000
.. 5 . 0
1,000
..
1 .0
2 ,5 0 0
..12.7
6,000
..22.2
2 5 ,0 0 0
..7 1 .4
3 0 ,0 0 0
6 5 ,0 0 0
..9 2 .2
*— Sales figure was unavailable

1 5 ,0 0 0
1 ,5 0 0

.... 1.6
.... 0 . 5
3,000 .... 0.6

3 ,5 0 0

....

5,000 .... 0.1
20,000 .... 4.0
Service
Small business:

700
1 ,5 0 0
1 ,6 0 0

.... 0.2
___ 0.1
___ 0.1
2,000 ___ 0.1
Corporate :
1 5 0 ___ 0.1
500 ___ 0.4
10,000 ___ 2 5 .0
Real estate. Insurance Finance
___ 1 8 . 0
5,000 ....1 8 .5
Prepared food. drinks, lodging
Corporate:

750

Corporate :

2 ,5 0 0

--- 3 .1
3,000 --- 3 . 7
3 ,5 0 0 .... 4 .5

Construction
Small Business:

1,600
7,000
Corporate
11,000
Wholesaling, distribution
Corporate ;
2,600
10,000

.... 4 .5
.... 3-2
.... 6.1

.... 0.1
.... 4.6
3 0 ,0 0 0 --- 1 3 .8
160,000 ___ 8 . 3

Logging
Corporate;

1 2 5 ,0 0 0
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k2
Effects of Various Montana Taxes
The effects of each of the various Montana tsixes on decision
making is an important relationship to he noted.

The Montana taxes that

proved to he the most significant factors in making decisions were the
property tax and the Montana personal income tax.

The corporate license

tax was listed several times hy small businesses.

Although sole pro

prietorships and partnerships are not subject directly to this tax, the
tax was usually mentioned on the grounds that favorable features of the
1
corporate license tax made incorporation desirable.
The Montana inheritance tax was mentioned several times concerning
decisions "not to buy more property and thus have a larger tax base to
forfeit at death."

These were especially prominent in the farming and

ranching category.

But a qualification was often made concerning the

effects of this tax.

The respondents found it hard to separate completely

the effects of the Montana inheritance tax from those of the federal
inheritance tax.
Due to the limited nature of the data, no further generalizations
on the effects of specific taxes are possible.

Table 8 shows the numbers

of times that firms in each sample mentioned various Montana taxes.
Reasons Behind the Decisions
The reasons given by various business firms for making decisions
in response to Montana taxes should be considered.

Reasons given by the

1
Under this tax corporations with less than ten stockholders may
file as partnerships and thus are liable for the personal income tax plus
the minimum corporate tax of $10. At the same time they are able to enjoy
the legal advantages of the corporate form of organization.
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^3
TABLE 8
mJMBER OF DECISIONS AFFECTED BY VAEIOUS M O N T A m TAXES

BY FORM OF BUSINESS
ORGANIZATION
Small
Business Corporations

BY INDUSTRY
J:rTOieBB10UaJL
Farms and
and
Ranches
Service Other

Property tax on
real estate

27

9

15

10

11

Personal property
tax

26

12

15

11

12

6

3

6

0

3

IT

5

9

T

6

Corporate
license tax

3

5

1

5

2

Oil producers
license tax

0

1

0

0

1

Inheritance tax
Individual
income tax
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business firms seemed to be plausible in most instances.

However^ these

reasons were generally too brief and general to permit their analysis
on economic grounds.

A possible explanation for their brevity is the

fact that many business men do not have a large body of knowledge re
garding taxes.

This lack would also influence the precision and accuracy

of the responses.

Nevertheless it may be argued that as long as a firm

does make a decision as the result of a tax, the accuracy of the reasoning
process used to reach that decision is really immaterial for the purposes
of this study.
Typical reasons stated by the firms in both samples were as follows ;
1.

The tax rate is too high.

2.

The tax plus the cost of the investment is too high.

3-

The revenue left after the tax does not warrant expansion.

4.

The value of the; income from the asset involved is less
than the amount of the tax.

5-

Making the reported decision reduces the tax base (via
gifts).

6.

There is no use building up a larger tax base to forfeit
at death.

7-

Corporate organization gives a better tax position.

There were a number of firms which reported making no decisions as a
result of taxes, but these firms did offer reasons why Montana taxes had
not influenced their decisions during the past year.

The factor most

often mentioned by these firms was that no major changes in operations
had been contemplated during the past year.

Other respondents stated

that because there were so many considerations other than taxes to
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include in decision making, it was hard to say that taxes alone caused
a decision.
Summary
This chapter has presented the findings of an empirical study
designed to investigate the effects of various Montana taxes on the
operating decisions of Montana businesses.

A lack of data resulting

from the incompleteness of some questionnaires has somewhat hampered the
presentation of the data.
are limited.

Thus any generalizations which might be drawn

Nevertheless, the response to the questionnaires, the

types of decisions, their magnitudes, specific taxes which affected
decisions, and the reasons behind decisions have been presented as
accurately as possible.
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CHAPTER POUR
SUMMARY AND COWDLUSIOUS
The findings of this study suggest that Montana taxes generally
do not greatly influence the decisions of business firms.

Pifty-eight

percent of the respondents to the questionnaire indicated that Montana
taxes had not caused them to make any decisions during the past year.
Most decisions reported as being affected by Montana taxes were small in
relation to gross revenues of the firm.
Although the property tax and the income tax were mentioned most
often as affecting decisions, there is no precise evidence that their
effect is greater than any other type of tax.
sions reported varied greatly.

Also, the types of deci

Some had no net overall effect on the

economy, but rather were concerned with the redistribution of wealth,
Por example, the decisions to buy or not to buy property (land) would
involve only a redistributional effect if the land were purchased.
The-reasons for making decisions were plausible in most cases.
It has been alledged that businessmen are not aware of the rationale for
their decisions, and thus the reason stated may not represent the true
reason for making a decision.

The implication that people might not

state the true reasons suggests that they would resort to blaming taxes
for decisions.

The author would agree in part with this hypothesis for

the following reason.

Since this study was conducted by request of the

1 9 6 5 Montana Legislature and under the name of the University of Montana

Tax Study, it is possible that some respondents blamed Montana taxes for
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their decisions in the hope they might receive a better tax position
through legislative action.

Howeverj the data generally did not appear

to be falsely reported, nor were the reasons heavily biased with comments
on the unfairness of the tax or the excessive nature of the rates.

Those

respondents who did complain about the Montana tax structure, generally
could not state any decisions which were made because of certain taxes.
It has been stated that the existence of a certain tax, or
several taxes, may cause alteration of a business firm's decisions.
This alteration is one type of positive economic effect of a tax system.
Therefore, based on the data in this study, the author must conclude
that there were some positive economic effects of Montana taxes.

However,

those reported were small in number and not of serious proportions.
The most important consideration is that most business firmfe did not
report an alteration of their decisions because of Montana taxes.
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Montana Legislative Council
State Capitol
Helena, Montana

59'^1

As a part of the University of Montana's contribution to the
current study of Montana taxation under the direction of the Montana
Legislative Council, the University Tax Study Department is investi
gating the effects of various Montana taxes on the operating decisions
of business firms.
The general purpose of the entire study being done by the Univer
sity is to analyze the present structure and effects of the Montana tax
system. It is hoped that this analysis will be a useful guide to legis
lators in making the tax structure more responsive to the needs of
Montana's citizens and its businesses.
To make this particular study successful, it would be most help
ful that you respond as accurately and as quickly as possible to the
following questionnaire. A quick response to this questionnaire will
help the Tax Study compile this information in the most confidential
and useful manner. Thus, I would appreciate your cooperation in this
study.
, . Mr. John Bailey of the Tax Study may be in contact with you con
cerning this project on business decisions. I would personally apprec
iate any aid you can give him.
Thank you.
Respectfully,

(signed)
Carl Rostad, Chairman
Subcommittee on Taxation
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Tax Study

Department

University of Montana
Missoula, Montana

59801

It is possible that a business might make a decision differently
than it ordinarily would merely because of the existence of a certain
tax.
1. During the past year, did the existence of any of
list of Montana taxes cause your business to make
decisions which it would not have made except for
Please check any which did.

the following
any operating
the taxes?

You may check more than one.

_______________

tk»ntanapersonal property tax

_______________

Montana property tax on real estate

_______________

Montana personal income tax
Montana inheritance tax
Montana corporate license tax
Other Montana taxes (please specify)

2.

First tax checked
a.

What type of operating decision did you make because of the
existence of this tax?

b.

What was the approximate total cost to you in this decision?

c.

Still thinking about the first tax checked, please list your
reason (s) for making the decision.
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k.

Second tax checked
a.

What type of operating decision did you make because of the
existence of this tax?

b.

What was the approximate total cost to you in this decision?

c.

Still thinking about the second tax checked, please list your
reasons (s) for making the decision.

Third tax checked
a.

What type of operating decision did you make because of the
existence of this tax?

b . What was the approximate total cost to you in this decision?
c.

Still thinking about the third tax checked, please list your
reason (s) for making the decision.

(if 4, 5, or 6 taxes were checked, please use an additional sheet of
paper to list the information asked for in questions 2, 3, and 4.)
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Finally, for classification purposes, and statistical analysis,
we would like the following additional information.
What was the approximate amount of each of the following for your
business last year?
Gross revenues (sales)
Payroll
Total amount purchased from other firms
Employees
Principal product or service
Total amount of federal taxes paid
Montana personal property tax paid
Montana property tax paid on real estate
Montana corporate license (income) tax paid
Other Montana taxes paid
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Tax Study Department
University of Montana
Missoula, Montana

59801

Several weeks ago we sent you a questionnaire concerning the effects
of various Montana taxes on the operating decisions of businesses.
study is being done by the University Tax Study Department under the
direction of the Montana Legislative Council.
To date we have not received a response from you concerning this
questionnaire.

Possibly you have misplaced the questionnaire, and

therefore we:.are enclosing another for your convenience.
We would certainly appreciate your; returning the questionnaire
as soon as possible;so that we can accurately compile the data re
ceived .
Thank you.
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